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Financing the Minority Business Enterprise
At some point in the life of most minority business enter
prises (MBEs) external financing will be needed. The
owner’s ability to adequately plan for financing will often
affect the business’s survival. As a small and growing busi
ness, an MBE has unique operating characteristics and dis
tinctive problems often affecting its ability to obtain external
financing.

they are currently still a good financing source for MBEs.
Minority Enterprise Small Business Investment Companies
(MESBICs) are also a source of financing for MBEs. (For a
list, contact Mary Feinstein at the AICPA.) Additionally,
large banks in the metropolitan areas may provide special
loan programs to MBEs. For a longer list of external financ
ing sources, see the box below.

In many instances, the owner manages the day-to-day opera
tions; product lines are simple, markets are well defined and
the business’s organizational structure is very informal.
These characteristics allow an MBE to adapt quickly to
environmental changes. However, these same charac
teristics, which focus on day-to-day activities, may constrain
the business owner’s ability to plan the MBE’s long-range
goals. This lack of planning can severely hinder an MBE’s
ability to obtain external financing. MBE owners need to
develop an activity plan highlighting the objectives for the
business. With a basic business plan, the MBE can consider
where and how it ought to seek financing.

As can be seen, there are a myriad of financing alternatives
for MBEs. Because an MBE’s product may not have a track
record, a lender may deny a loan because of the risk. There
fore, the MBE must recognize that there are options avail
able, and the owner must devote energy toward finding
creative financing alternatives.

Internal Sources
Before turning to external financing sources, the MBE
should examine its ability to internally generate funds. Most
business owners are unaware of many ways to generate such
funds—particularly by speeding up cash receipts and slow
ing down cash disbursements. Examples of each are:
□ Giving customers prompt-payment discounts.
□ Charging interest on overdue accounts.
□ Collecting overdue accounts more aggressively.
□ Avoiding prepaying business invoices.
□ Optimizing trade credit with suppliers.

External Financing
If external financing is necessary, the owner must first pre
pare a loan proposal providing a description of the business
(including its current financial status), use of the loan pro
ceeds, benefits from the loan, how much money is needed
and what terms and repayment schedules are affordable.

There are three general sources for external financing: private
sources (family, friends), lending institutions and the govern
ment. An understanding of lending philosophy, policies and
conditions of each is essential in deciding which source offers
the best financing opportunity. Owners of MBEs should be
especially aware of government loan and loan guarantee
programs for them. Although current federal government
proposals may severely reduce or eliminate such programs,

DEBT CAPITAL

□ Seed Funds—Family/Personal Loans
□ Commercial Banks
—Personal secured/unsecured loans
—Straight commercial loans
—Government-guaranteed loans
—Leasing
—Unsecured line of credit
—Unsecured term loans
—Letters of credit
□ Savings and Loan Companies
□ Small Business Administration
—Business loans
—Economic opportunity loans
—Disaster loans
—Economic injury loans
—Energy loans
—Contract loans
□ The Economic Development Agency
□ The Farmers Home Administration
□ The Export-Import Bank of the United States
□ Life Insurance Companies
□ Commercial Finance Companies
EQUITY CAPITAL

□ Seed Capital
□ Venture Capital
□ Small and Minority Enterprise Business Invest
ment Companies (SBICs and MESBICs)
□ Economic Development Authorities
□ Public Offerings

To Put Fair Value on Private Company
Follow Steps Appraiser Would Take
What is the fair-market value of some
thing that has never been bought or
sold? That’s not just a rhetorical ques
tion to the owner(s) of a closely held
business who may want to sell it, bor
row against it or learn what the estate or
gift tax on it would be.

capital structure. For appraisal pur
poses, the balance sheet should include
one for the most recent month.

The industry. What’s ahead for the in
dustry of which the company is a part?

A comparison of balance sheets over
the past several years should reveal not
only progress but also any changes that
may have been made in the company’s

Worth the Candle?
The IRS paid a firm of public
opinion pollsters $238,000 last
year to make a study of taxpayer
attitudes. Among the results of
2,200 at-home interviews were
these:

□ About two-thirds of those
polled said the chief reason
for not cheating on tax re
turns was fear of getting
caught.
□ More than half the inter
viewees thought that one in
four taxpayers does cheat.

□ Half said cheating averages
only $100 per return.
Perhaps next time the IRS ought
to pay its money to psychia
trists—to ask the cheaters why.

New Tax Deposit Forms
Must Be Ordered from IRS
Clients are reminded that the new
federal tax deposit coupons (IRS Form
8109), unlike the old punched-card de
posit forms, are not sent automatically
by the IRS; you have to reorder them
when you need more.

If it came down to an actual transaction,
the business would be appraised, of
course, but how, short of an appraisal,
can owners arrive at a ballpark estimate
of a company’s worth? One way is by
taking the kind of look at it that an
appraiser would; to wit:

Record of the company. How has it done
over the years? Has it been a stable,
growing business? How has it fared in
comparison with its competitors? Has it
paid off with regular dividends? If the
answer to that is no, was it because it
couldn’t or because the owners didn’t
want it to, for tax or personal reasons?
What is the current book value?

valuable because of the liquidity of the
holding. On the other hand, majority
interest—control—can also enhance
values.

When you run low, why not order a
year’s supply? Mail in the reorder form
that is found in the coupon book. The
address to which it should be mailed is
on the coupon book cover. Allow six to
eight weeks for delivery.

How well equipped is the firm, in terms
of products, plant, facilities and man
agement, to meet the new conditions—
and new competition—that might be
expected?
Earning capacity. Profit-and-loss state
ments for recent years should reveal
any segments of the company that may
have been consistent losers and whose
shedding might be beneficial. In look
ing at income and expenses it is essen
tial that one distinguish between
recurring and extraordinary items.
After providing for future company in
vestment needs, what is the dividend
paying capacity likely to be?

Computer Users Protect
Against Loss of Data
Because power failure, computer
breakdown, fire or other mishap can
cause the loss of electronically recorded
data, companies with extensive com
puter operations usually take detailed
precautions to protect such data.

Comparisons Useful

One common practice is to retain
backup disks or tapes, which might be
stored off the premises. Another is to
retain data in hard-copy form—that is,
on paper. To prevent losses, some com
panies use uninterrupted power source
(UPS) systems, which depend on bat
teries to keep equipment going when
the power fails.

Goodwill. This means the good name
or prestige of the company, certainly,
and also the value of trade names and
the like. But what goodwill ultimately
comes down to is net earnings above a
fair return on tangible assets.

To guard against the loss of the use of
equipment, it’s often possible to make
arrangements with a service bureau, or
with other computer users in the com
munity, to use their equipment
temporarily.

Other evidence of value. One way to
approximate fair-market value of a
company that has long been closely
held is to look at other, comparable
companies that have been sold, or
whose stock has been traded. Keep in
mind, though, that the mere fact that a
company’s stock is traded will affect its
value, in many cases making it more

Smaller companies—users of micro- or
minicomputers, let’s say—generally
are no less threatened than larger ones
and can protect themselves with the
same types of procedures. For example,
by transferring data in the system to
disks periodically they can limit losses
to what has been processed since the
last protection disk was made.

Manual Suggests IRS Suspicions; Shelters
Top List of Items to Be Examined Closely
The IRS periodically updates the man
uals its people use in reviewing tax re
turns that the computers have kicked
out for one reason or another, citing
warning signals to watch for in going
over those returns. Here are some of the
red flags agents were instructed to look
for, together with the sorts of questions
they might prompt, in the most recent
update:

Gains or losses on the sale of rental
property. If the taxpayer used acceler
ated depreciation and there was a gain,
is part of the gain recapturable as ordi
nary income? If there was a loss and the
property had been converted from a
personal residence, is the loss personal
and therefore nondeductible?
Income from rental property. If the
property is at the same address as the
taxpayer’s, is any personal use by the
taxpayer reflected in the deductions and
depreciation claimed? Are any of the
repairs claimed as deductions actually
capital improvements?

Possible evidence of unreported in
come.
□ Is the income reported low for the
individual’s business or profession?
□ Do the taxpayer’s address, mort
gage payments or real estate taxes

suggest a life-style out of line with
the income reported?
□ Is the taxpayer in a field of work in
which there usually is tip income,
and if so, is tip income understated
on the return?
□ Are deductions taken for two resi

dences, with no rental income
reported?
□ Are business deductions claimed
for a type of activity from which no
income is reported?
Many times an item that may cause IRS
ears to perk up is easily explainable.
The thing to do in a case like that may
be to explain it. Add a brief note or
piece of documentation to the return to
answer in advance any questions the
anomaly may raise in the mind of the
revenue agent.
Audit Not Inevitable

You can’t conclude that if any of the
above criteria apply to your tax return,
an audit is sure to result. Sometimes the
Service must balance off its suspicions
with the availability of personnel to
check them out.

One reason why the time of agents is
limited this year is the heavy attention
being given the questionable tax shelter.
Several months ago the IRS sent letters
to more than 19,000 investors in certain
shelters, telling them that claims for tax
benefits from those investments, which
the Service considered “abusive,”
would be challenged. In other words:
Claim deductions and credits on them
and you are almost sure to be audited.
The warning had virtually no effect. No
less than 97 percent of early returns
from those warned claimed the very
benefits the IRS had challenged. So we
can guess what will occupy at least part
of the IRS workforce during the coming
months.

If these returns produce additional tax
revenues at the same rate as those au
dited so far with abusive tax shelters,
the average take for the government
will be around $19,000 per return.

Practitioners Aren’t Worried That Computers
Soon Will Take Over Tax Preparation Duties
Tax practitioners are often asked if they
feel threatened by personal-computer
software programs that let users prepare
their own tax returns. “Won’t you be
put out of business?” the question goes.
The answer is no—certainly not yet.
Possibly someday, but don’t count on it
in the foreseeable future. For one thing,
it’s going to be difficult to devise a
computer program that will duplicate
the tax preparer’s role, which includes
applying professional judgment to the
facts—to everything that has happened
in the course of a year that could affect
the tax bill, including many events that
aren’t financial transactions per se.

Then too, many tax-filing decisions are
based on interpretations, rulings and
amendments to the law that seem to
flow out of Washington in a never-end
ing stream. How can one freeze a soft
ware program at any given point and
say, “That’s the complete picture,”
when the tax picture is never complete?
For example, administrative decisions

affecting 1984 tax returns were still
being made in January of this year.
Because the tax scene is ever changing,
a computer program must be largely
rewritten from one year to the next, so a
good part of the investment in it must be
written off the first year.

Helpful in Planning
Does this mean computer programs are
of no help in tax preparation? Certainly
not. Tax practitioners themselves use
computers extensively. Forthem, much
of the value is in the processing of num
bers and other mechanical functions:
recalculating amounts already com
puted when one of the numbers is
changed, entering the numbers in ap
propriate boxes, transferring them from
one schedule to another, and so on.

For the personal computer user, the
most helpful tax programs may be those
that can be used in tax planning rather
than preparation—for estimating in ad
vance the tax consequences of one
course of action instead of another.

On IRA Investments, Read Fine Print

As the April 15 income-tax filing date rolls around again, this
may be the time to review the procedure for extending the
tax-filing period. To get a four-month extension—to August
15—simply fill out (or have your CPA fill out) Form 4868.
Since the extension applies to the filing of the return, not the
payment of tax, the form must be accompanied by a check for
the amount, if any, you estimate is due.
If the total amount paid in does not cover at least 90 percent of
what is ultimately determined to
Can’t Meet
be your tax liability, there is a
late-payment penalty of one-half
April 15 Tax
percent per month of the amount
Deadline?
unpaid. In addition, you will owe
13 percent interest (the current rate) per year, compounded
daily, on any shortage, from April 15 until the amount owed
is remitted. (There is one consolation: the interest paid can be
taken as a deduction on 1985 tax returns.)
If you need an additional extension beyond the four-month
period, file Form 2688. You are required to give an explicit
explanation of your reason for requesting the added time. As
with other tax forms, it’s important that the forms be mailed
before the due date.

Keep Tabs on Social Security Record
From time to time we have suggested checking up on those
old, decrepit computers of the Social Security Administra
tion (now replaced, finally) to make sure they had your
earnings record and FICA tax payments listed correctly.

Confirmation that this was—and probably still is—a good
idea comes in the findings of a congressional investigation of
the SSA. In 1983, it shows, 840,000 recipients of benefits
were shortchanged—paid less than they were entitled to
get—$32.50 per month, on the average.

Even with the new computers in place, it’s no doubt worth the
22-cent investment every three years to send the SSA one of
its preprinted inquiries—Form 7004—asking for a readout of
your earnings over the years. If you don’t check every three
years, they say, errors may become irreversible.

Con artists have sought to capitalize on the fact that Social
Security records can be wrong by offering to check on
them—for a fee. No fee is needed, of course—just the price
of a stamp.

Under IRS rules, financial institutions that offer Individual
Retirement Accounts must give new participants a disclosure
statement, showing what the account will earn. It’s well to
read such a statement closely—never mind the headlines on
the advertisements.
To show how a little bit of difference can make a whale of a
lot of difference over the long haul, Joe Mintz, who publishes
a newsletter in Dallas, computed the earnings for a depositor
who tucks away the maximum of $2,000 a year at interest
rates of 10.52 versus 10.79 percent. Over a 40-year span, that
little spread of only about a quarter of a percentage point, he
found, will cause the payoff to vary by $90,000!

To Gamblers, Tax Reform a Poor Bet
Money magazine, in its February issue, took a gambler’s
view of the Treasury Department’s tax reform proposals,
quoting odds on the likelihood of each individual provision’s
being adopted.
The ideas with the best chance of going through, although not
shoo-ins, said Money, are
□ Ending the deductibility of state sales taxes.
□ Scrapping the marriage deduction.
□ Dumping the dividend exclusion.

Proposals with the least chance of adoption, the magazine
predicted, are those that would
change
□ The deduction for mort
gage interest.
□ Deferment of taxes on
IRAs and Keogh plans.
□ Exclusion of interest on
municipal bonds (although
perhaps not in the case of
bonds for nongovernmental purposes).

Money also predicted that the property-tax, state income-tax
and charitable-contributions deductions are at least 500-to-l
bets to remain as is.
Money made no forecast regarding another Treasury plan—
elimination of graduated tax rates for business—but wide
spread protest suggests that idea is in for tough sledding
indeed. The National Federation of Independent Business is
pushing a concerted drive to save the present rate structure,
on behalf of small businesses, some of which could find their
taxes doubled by the proposed change. This, it is claimed,
would deprive many small companies of their prime—often
their only—source of capital: retained earnings.
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